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and Training, and the Office of Inspector
General appears to me to be worthy of

emulation throughout the Federal Government.

In the drafting of the new regulations for the

recently enacted Job Training Partnership Act,

in the closing down of the CETA program, and

in attacking unemployment insurance benefit

payment control problems in the State Employ-

ment Security Agencies--the Office of Inspector
General and the Office of the Assistant

Secretary for Employment and Training are

engaged in a truly partnership effort.

Our office has also continued to work closely

with Deputy Under Secretary Collyer, Employment

Standards Administration, in alleviating what

appear to be extremely serious, not easily

correctable, longstanding problems, particu-

larly in the Federal Employees' Compensation

Act (FECA) program. For example, Mr. Collyer
chairs and we are a member of the Employing

Agencies Task Force which was established last

year by Secretary Donovan to help strengthen
the role of employing agencies in FECA cost

control efforts. Also, during this period, a

joint OIG/OWCP Task Force was created to

address FECA management improvements. In

addition, the OIG and ESA's Wage and Hour

Division are working to ensure the proper

disbursement of back wages by the U.So Postal
Service in a _400 million settlement under the

Fair Labor Standards Act.

We have also had several joint endeavors with

the Office of the Assistant Secretary for

Administration and Management including a

study of motor vehicle utilization designed to

evaluate management practices related to the

acquisition, utilization, maintenance,

disposal and potential misuse of motor
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vehicles. It was determined, through that

study, that almost 58 million spent on

operating a fleet of 3,200 vehicles could be

better managed with potential savings of 51

million. Another example of these joint

efforts has been the implementing and

monitoring of OMB Circular A-123 (Internal

Control Systems). During this period, Office

of Inspector General staff served on the
Department's administrative internal control

work groups. We also participated in the

preparation of questionnaires for agency use

in performing vulnerability assessments and
reviewed the Department's determination of
highly vulnerable areas.

THe OIG has also continued to play a leadership

role in many of the efforts of the President's

Council on Integrity and Efficiency. During

this period, for example, the Long-Term
Computer Matching Project, sponsored by the

President's Council on Integrity and

Efficiency, and co-chaired by the Inspectors
General of the Departments of labor and Health

and Human Services, released two major

documents. The first was an inventory of
state agency computer matching efforts. The

second was a paper describing data elements
and extraction formats that various entities

can use in order to facilitate interjurisdic-

tional matching. Thework of this particular

project has been well received, particularly

at the state level, and a decision has been
made to continue its efforts for at least

another year.

While I am pleased with both our relationships

within the Department and external entities

such as OMB, Congressional Committees and

staffs, I am equally impressed with the quality
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of personnel and activities that I have found
in this office.

On the audit side, there has been a major

shift in the past six months to more program
audits, which all of us feel will provide

essential and improved information to the

Secretary and to the Congress in terms of

identifying underlying program deficiencies

which permit or encourage fraud, abuse and
waste. The overall skills and effectiveress

of our auditors have been enhanced by an active

training program and the development of a

comprehensive set of policy directives, which

provide an essential framework for carrying
out our audit work.

The Office of Investigations has continued to

yield extremely impressive results. During
this period, our work has resulted in 94

indictments, 68 convictions, over _i million

in management commitments for recoveries and

over _2 million in fines and penalties,

settlements and judgments, and restitutions.

The Office of Organized Crime and Racketeering

deservedly received a good deal of praise

during this period from both the Secretary of

Labor and two Congressional oversight commit-

tees. I have been encouraged by the complex

and important criminal activities that this

office is pursuing, and impressed with the

results. I intend to take whatever steps

necessary to continue to provide that office

with support in order to gain the law enforce-

ment tools necessary to do an even more

effective job.

Finally, while I believe that the Office of

Inspector General at the Department of Labor
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is in the forefront of the Inspector General

community, _t is my intention to strive to

improve our productivity and impact. In the

next several months, I will be exploring new

ways to bring about program improvements

within the Department and also new technology,

particularly computer technology, to enhance

our overall productivity.

J. BRIAN HYLAND

Deputy Inspector General
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PART I

SIGNIFICANT PROBLEMS, ABUSES OR DEFICIENCIES,
AND RECOMMENDATIONS FOR CORRECTIVE ACTION

EMPLOYMENT AND TRAINING ADMINISTRATION

The Employment and Training Administration

(ETA) administers programs to enhance the

employment opportunities of Americans. Three

major programs dominate ETA's efforts: the

Comprehensive Employment and Training Act

(CETA) program, which will be replaced by the

Job Training Partnership Act (JTPA) program in

Fiscal Year 1984; the Employment Service (ES);

and the Unemployment Insurance (UI) program.

CETA and its successor, JTPA, provide for a

number of programs that ETA administers
nationally including Job Corps.

These programs comprise the majority of the

Department's expenditures. ETA's budget

authority for Fiscal Year 1983 was _37.7
billion, including _33.6 billion for the

Unemployment Insurance Trust Fund and _3.7
billion for the CETA/JTPA program.

Numerous problems have been identified in these

programs by our work as well as the work of

GAO and ETA. Because these programs are oper-

ated primarily under a partnership between the

Federal Government and state governments, cor-

rective actions require a concerted effort at
both levels.

The Federal role, that of ETA, is to establish

policy in accordance with the programs'



authorizing legislation, monitor performance

by the states and provide technical assistance

where required. The states implement and

operate the programs. The Employment Service

and Unemployment Insurance programs are

operated by State Employment Security Agencies.

We are pleased to report that, overall, ETA

has reacted positively to suggested improve-

ments in its programs. Management improve-

ments have been pursued and necessary legisla-

tive and regulatory changes have been sought.

The degree of ETA's commitment to improved

program management has been demonstrated often

during this reporting period. For example, in

response to our draft audit report on benefit

payment controls in the Unemployment Insurance

program, ETA's Assistant Secretary has taken

steps to make the improvement of benefit pay-

ment controls a major initiative in his
administration.

Another example is theatmosphere under which

implementing regulations for the Job Training

Partnership Act (JTPA) were developed. ETA

asked that we be involved in the early drafts

of these regulations in order to ensure that

program and financial accountability issues

were adequately addressed.

The Unemployment Insurance Program

The Unemployment Insurance program is a unique

Federal-state partnership based upon Federal

law, but implemented through individual state

legislation. We have placed increasing

emphasis on the Unemployment Insurance program

because of high unemployment and resulting

increases in program expenditures. In Fiscal

Year 1983, nearly 330 billion will be paid in
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state unemployment insurance benefits and
Federal-state extended benefits. This

compares with a Fiscal Year 1980 figure of
about _14 billion.

In addition to rising costs, our attention has

been focused on the Unemployment Insurance

program because of a growing concern by our-

selves and ETA that State Employment Security

Agencies' procedures for preventing, detecting

and recovering overpayments were not adequately

safeguarding benefit funds. Recent studies

have shown that overpayments resulting from

fraud or error are significant and that over-

payment detections reported by the state

agencies probably understate the problem's
size.

Because of this concern and since benefit costs

are the majority of funds spent, we undertook

an audit of state agency benefit payment con-
trol functions. In preparing for the audit,

we determined that ETA had provided state

agencies wlth extensive guidance and actual

tools for managing and operating the benefit
payment control function.

In 1976, ETA provided states with a model

system for detecting overpayments caused by
individuals who claimed unemployment benefits

for weeks in which they earned wages. ETA's

"Model Crossmatching System" provided states

with a computer program designed to effec-

tively detect overpayments caused by unreported

earnings. ETA's model crossmatching handbook

also contained guidance on how to organize

benefit payment control functions. In 1978,

ETA provided states with another benefit

payment control tool. It distributed a

complete guide and automated program for

recovering overpayments called the "Model
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Recovery System." More recently, ETA has

provided states with guidance and resources to

improve agency internal security programs.

In view of the significant guidance and tools

ETA had provided the state agencies, our audit

focused on whether the agencies were using

these tools or, if not, had in place methods

equal in efficiency and in results.

In the ten states we audited--Colorado,

District of Columbia, Indiana, Massachusetts,

Michigan, Mississippi, Ohio, Oklahoma,

Washington, and West Virginia--we found the

majority of state agencies had not implemented
ETA's model systems or guidance. Moreover, we

found weaknesses in the various procedures and
methods the states used. Because of our selec-

tion procedures, we believe our findings
reflect nationwide conditions.

ETA has acknowledged weaknesses we found in

state benefit payment control systems. ETA's

positive response to our audit and willingness
to take corrective action has been immediate.

Corrective action began before the completion
of audit field work and issuance of the draft

report. When we briefed state agency officials

of our findings in each state, ETA personnel

were present and ready to assist and monitor

state implementation of our recommendations.

While our audit work continued, ETA began to

assess, using a modified version of our audit

guide, benefit payment controls in the 43

jurisdictions we did not audit. After our

draft report was issued, ETA responded by

initiating a Benefit Payment Control Oversight
Committee to evaluate and address benefit

payment control issues.
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A further discussion of our major audit

findings, recommendations, and ETA's correc-

tive action in response to our audit follows.

Overpayment Prevention and Detection

There are many different overpayment problems.

As a result, various systems are needed to
deter and detect their occurrence. Two such

systems and their implementation by state

agencies are briefly described below.

- Wage/Benefit Crossmatching

Our studies, as well as those by GAO and ETA,

show that overpayments frequently occur when

claimants, either deliberately or inadver-

tently, do not report some or all earnings for
a week in which they receive unemployment
benefits.

In order to detect theseoverpayments, state

agencies must verify that, for each week of
benefits paid, a claimant did not earn any

wages or did not earn wages in excess of any

partial earnings limitation imposed by state

law. An effective comparison or match of

benefit records with wages earned is dependent

on states' access to two resources. First,

the states must have available employer

quarterly payroll wage reports for each

employee for whom the employer paid UI payroll

taxes. Second, the states must have suffi-

cient computer capability to ensure that

matches can be conducted on a timely basis so

that investigations can be promptly opened.

In the states we audited, we found one or both

of these resources either lacking or not

effectively utilized.
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In the model crossmatch system ETA provided

the states, the computer is programmed to

identify highly probable overpayments by using
indicators such as number of weeks of benefits

versus wages paid. In this way, investigative

resources can be targeted to serious potential

fraud cases. The system can also be used to

trigger the computer to generate letters to
employers requesting the additional wage

information needed to verify overpayments.

None of the ten states we audited had

completely implemented the ETA system. Weak-

nesses found in the wage/beneflt crossmatching
systems used by the state agencies included

not conducting timely matches, not directing
detection efforts to claimants with the

highest overpayment potential, failing to

follow up with employers who fail to supply

weekly wage information, and not always

promptly investigating to determine if actual
overpayments exist.

In our draft audit report, we recommended that

all states fully implement the ETA model cross-

matching system. ETA has taken steps to effect
this change in not only the ten states audited
but all states.

Two of the audited states were unable to

conduct wage/benefit crossmatches because they

did not have employer payroll reports on file.

These states ask employers for an individual's

wage history when a claim is filed. The data
are then used to determine the claimant's

initial eligibility for benefits, Thus, these

"wage request" states only receive claimant

wage data for the period prior to the filing

of a claim and do not have ongoing payroll

records to check if a person claiming benefits
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against an established claim has resumed
earning wages.

In addition to matching wage and benefit

records within a state, such records can be

matche d among states. Overpayments can occur

when claimants collect benefits in one state

while either earning wages or collecting

benefits in another state. Interstate matching
detects such overpayments. The success of

interstate matching is, like state matching,

dependent on wage rePorts , automation and the
willingness of states to conduct the matches.

We prepared and published in December 1982,

under the auspices of the Long-Term Computer

Matching Projec t of the President's Council on

IntegritY and Efficiency, the "Inventory of
Computer Matching Activities in State Labor

and Related Agencies." For that document, 23

states reported engaging in interstate
matching. We are encouraged that, wh_le this

type of matching has been done mainly on a
sporadic basis, several states have reached or

are working on formal agreements to share
records on an ongoing basis.

The value of such matching is shown by our

recently completed interstate crossmatch of

wage and benefit records in the New England
region that identified pot entlal overpayments

totaling _223,571 in 848 cases. All but four
cases involved claimants who may have been

working in one state while collecting benefits
in another. The cases have been turned over

to the states for appropriate action.

If wage data had been available for all the

states in that audit, many more individuals

collecting benefits in one state while

claiming benefits in another may have been
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identified. For example, using Connecticut

wage data, 422 Connecticut wage earners were

found collecting benefits in Massachusetts,

New York or Rhode Island--all "wage request"
states. If those states had provided wage

data, a substantial number of Connecticut

claimants may have been identified as wage
earners in either Massachusetts, New York or
Rhode Island.

In another wage/benefit crossmatch project, we

are matching selected Federal agency payrolls--
including Treasury, Agriculture, and Labor--

against the benefit records of 14 states. At
this time, the Federal Government has not com-

pleted its program to provide information on

employees to the states as part of their

quarterly payroll reporting requirements. The

need for a change in this policy will be

considered as part of ETA's benefit payment

control corrective action plan.

Our current project was initiated after the
Internal Revenue Service (IRS) conducted a

manual crossmatch of its payroll records with

benefit records from Georgia and identified

333 potential fraudulent overpayments to

seasonal employees who collected unemployment

benefits while earning wages from the IRS. Of

the potential cases, 71 were referred to
Federal and 217 to state authorities. Thus

far, 199 persons who have already pled guilty

to fraudulently claiming benefits have been

required to pay restitution and are on proba-
tion. The combined restitution of all these

cases is approximately _i00,000.

- Federal Wage Report Legislation -- A Federal
requirement that all states keep on file

quarterly or periodic employer payroll reports
would overcome part of the overpayment
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detection problem. In August 1982, DOL

proposed a legislative initiative to require

all states to amend their laws to require such

reports. We worked very closely with ETA and

departmental management in the development of

this legislative package. At that time the

Office of Management and Budget did not support
the proposal.

A similar proposal, H.R. 926, has been

introduced in the 98th Congress. We strongly

support this initiative. Periodic, timely

wage information is a key element in the

detection of overpayments in many income based

assistance programs, as well as in the UI

program. Because such large states as New York

and Michigan do not currently require periodic

wage reports, Federal legislation is even more

important.

- Fictitious Employer Detection Systems

A fraud scheme that can result in substantial

losses to the Unemployment Insurance program

is the establishment of fictitious employers.
This scheme involves the establishment of a

fictitious business under the state unemploy-
ment insurance law. The business is registered

and taxes are paid on non-existent wages for a

few actual or fictitious employees. Benefits
are then drawn in the names of those indivi-

duals. The payoff can be substantial. For

example, ten employees might cost _1,600 in

taxes over a six-month period; but over _20,000
in benefits could be drawn in some states.

Until recently, the detection of these costly

schemes has been largely by accident. In 1978,

GAO reported that it believed fictitious

employers could be a major problem, but that

its magnitude was not known because there were
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